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Business is easing off from last spring’s very high 
level. Some easing was natural—in fact, inevitable. The 
process of shifting to a soundly-based prosperity involves 
a series of adjustments in production, prices and markets. 


Some of these adjustments are under way. Thus far 
they have been taken in stride. Business as a whole is 
still extraordinarily good. That shows up when you look 
at the record number of people at work. 

Moreover, impressive elements of strength underlie 
current business activity. Demand for plant and equip- 
ment, commercial building, highways and schools is very 
high. Defense spending is running at a $50 billion 
annual rate. Markets for consumer soft goods and serv- 
ices are strong. And many, if not most, families have 
greater purchasing power now than a year ago. 


Thus, there is good reason to believe that in the 
months ahead business can negotiate the intricate 
shift to a more normal prosperity without serious 
trouble. To see how the adjustments dictated by this 
shift are proceeding, this report will look first at trends 
in production and markets. 
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Industrial production is off 4% from last March’s 
peak. The down-trend is concentrated in hard goods. 
Soft goods output is on a high plateau. 


Heavy industry is going through its first readjust- 
ment in three years. The steel operating rate is off 
moderately—to 95% of rated capacity. Machinery pro- 
duction is declining gradually. 

Consumer durable goods output is moving down 
from its peak. Inventories are substantial in many lines, 
and demand has eased. 


Meantime, soft goods output is showing plenty of 
vitality. So far, we're seeing another “rolling adjust- 
ment”—strength in soft goods is helping to offset declines 
in hard goods. 


The elements of strength underlying current busi- 
ness show up when you look at major markets. Some 
markets—notably those for hard goods—show signs of a 
moderate easing. But even here basic demand is equal, 
or close, to recent very high levels. Here is how mar- 
kets are shaping up: 

© Business investment in new plants and equipment 

hit a new high in the third quarter. But surveys of 

investment plans and trends in machinery orders point 
to some easing. However, basic demand is still strong 

—new statistics show no general over-capacity in rela- 

tion to current output. 


© Defense spending is scheduled to stay close to its 
current level through mid-1954. 


e Housing starts have been on the downgrade since ~ 
April. The current easing in the mortgage market 
should help boost starts later on. 


© Retail sales are leveling off. Auto sales dropped 
in August and September. Soft goods sales (seasonally 
adjusted ) are high, but not rising. 


Inventories are building up. They're 8% above a year 
ago. That means production has been out-running sales 
in some lines. If sales should turn down, businessmen 
would have to cut stocks. 

Inventory-sales ratios are below the lofty levels 
reached in some past periods, however. So any adjust- 
ments that may prove necessary should lead to no more 
than relatively small dislocations. 


How do current business trends look in relation 
to past ups and downs of the business cycle? To 
answer that question the last section of this report looks 
at a series of key business indicators. The indicators 
were selected after an exhaustive study by the National 
Bureau of Economic Research. 

These indicators are giving some of the classic signals 
that precede a business let-down. But the signals are 
not conclusive. So far they seem to point to no more 
than a moderate readjustment. 
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Production is edging downward from its peak. 
Gross national product (the value of all goods and serv- 
ices produced) dropped slightly in the third quarter. 
It’s the first decline in 3% years. 

Industrial production is off 4% since March. Twelve 
of the sixteen manufacturing industries covered by the 
Federal Reserve Index are now operating at lower levels 
than in early 1953. 


Hard Goods Output Slackens 


A slackening in hard goods output explains most of 
the drop in the over-all index. Hard goods were the 
vanguard of the production boom during the past three 
years. Output soared in response to rising demands: 
from business (for expansion of capacity); from govern- 
ment (for a rapid rise in defense output); and from con- 
sumers (for autos and appliances). The current produc- 
tion slow-down reflects a necessary readjustment as these 
demands level off, or decline moderately. 

Soft goods output, in contrast, is showing consider- 
able strength. Because it didn’t soar spectacularly in 
recent years, it’s in better balance with demand. Strength 
in soft goods may help offset a moderate decline in hard 
goods. A major characteristic of the post-war economy 
has been its ability to weather readjustments in major 
areas with relatively little impact on over-all production 
and employment. This process has been aptly termed 
“a rolling adjustment”. 


Trends in Basic Industry 


To measure the dimensions of the adjustment that 
is now under way, look first at the trends in heavy in- 
dustry: 

© Steel operations are down to about 95% af capacity. 

Consumers’ inventories are balanced. Steel use is taper- 

ing off in autos, appliances, and machinery. Scrap 

prices—a harbinger of steel trends—sagged 25% be- 
tween mid-August and mid-October. 


© Machinery production has been trending down 
since March. This points to a slow-down in business 
capital investment later on. Machine tool shipments 
are off 20%—backlogs add up to only seven months’ 
production, as against eighteen months in mid-1952. 


e@ Heavy electrical equipment is running against 
the general trend. Continued expansion by electric 
‘utilities is keeping equipment output high. 

e Freight car deliveries are 8% under first quarter 
levels. Diesel engine installations are down even more. 


© Farm equipment production dropped sharply. The 
decline in farmers’ incomes led to a more than pro- 
portionate cut in their purchases of equipment. 


© Lumber mill operations are slowing down. West- 


PRODUCTION TRENDS 


ern pine output was off 5% in the third quarter. 1? 
drop in housing starts presages a further easing in 
lumber demand. 


Auto and Appliance Output Lower 


Production of most consumer hard goods is mov- 
ing down from earlier peaks. Substantial inventories 
‘have piled up in many lines. 

Auto output is off from a 7% million annual rate in 
July to under 6 million. Dealers’ new car stocks are 
above the month’s supply that rates as normal. Some 
car-makers slowed assembly lines in September to hold 
down stocks. Model change-overs will cut fourth quar- 
ter output, marking a return to normal seasonal patterns. 

Output of appliances — refrigerators, washers and 
vacuum cleaners—is running 17% below last spring’s levels. 
Stocks are heavy and demand slow. 

In contrast, August radio and TV output was the 
highest for the month since 1950. Stocks were cut in 
July by hard selling. And 175 to 200 new TV stations 
are slated to open by year’s end. 


Strength in Nondurables 


Output of soft goods is close to a three-year peak. 
Here is how trends shape up. 


© Cotton textile production ran 12% ahead of - 
year in the first half. Inventories were down. Then, 
too, advances in styling and in new finishes boosted 
sales. However, the fall pickup at the mills has been 

a bit less than normal. 


© Paper mills are humming—around 99% of capacity. 
New orders are piling in. Paper and paperboard out- 
put serve as an advance indicator of business trends, 
particularly in soft goods. Factories order paper prod- 
ucts in advance for packaging. 


¢ Tiremakers turned out 44 million tires in the 
first half. That beat the 1947 record by 12%. Output 
turned down recently, as stocks began to rise. 


© Food processors are enjoying a banner year. Ex- 
panding population and record incomes add up to 
record food sales. 


© Petroleum refinery output didn’t go through its 
usual summer dip. However, crude oil out-turn was 
cut 2% in September to balance above-ground stocks. 


¢ Chemicals output moved up steadily. Rising de- 
mand for new products (like plastics and synthetic 
fibers) more than offset weakness in a few lines (like 
some drugs and pesticides ). 
The divergent trends in hard and soft goods raise emis 
question: Are we in for another “rolling adjustment?” 
To shed light on this question, the next section of this 
report will look at trends in major markets. 
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INDUSTRIAL PRODUCTION TURNS DOWN SLIGHTLY: 
SLOW-DOWN IN HEAVY INDUSTRY IS PARTLY RESPONSIBLE.. 
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RECENT DEVELOPMEQITS 


DEFENSE SPENDING SLATED TO STAY HIGH __ 


Production trends reflect—sooner or later—trends in 
demand. So this section looks at how final demand is 


shaping up in markets for capital goods, defense pro- FISCAL YEARS | ANNUAL RATES BILLION DOLLARS 4 
duction and consumer goods. The main conclusion: ; 
demand in all key areas still shows impressive strength. 
High-Level Business Investment 40 ) 
Business expenditures for new plants and equip- > eM 
ment are at a new high. They ran at an estimated € ) 
$28.5 billion annual rate in the third quarter. That's ¢ 2 
13% above a year earlier. 
The regular Commerce Dept. survey of business plans ee 
for capital expenditures shows a 5% drop in the fourth 4 
quarter. That’s consistent with the moderate down-turn 0 
in machinery production discussed above. quarterty 1951 1952 1953 1954 4 
DATA: TREAS, DEPT. 


Capacity Versus Output 


pace with the rise in output. And there’s still room for 


A key question in gauging capital goods demand is: cot a of capacity, if expansion needs should 
taper off. 
CAPITAL INVESTMENT AT RECORD LEVELS The corporate earnings picture also favors continued 
high-level business investment. Post-tax earnings were 
up 10% from last year in the first half. 


pe ee ene Defense production is scheduled to stay high 
& ~ = through mid-1954, at least. That places an important 

££ yf £ : Latest budget estimates call for national security ex- 
10 penditures of $50.5 billion in the fiscal year ending next 


June 30th. Third quarter outlays ran at a $50 billion 
rate. So defense spending is on a plateau. 


While defense takes only 14% of total national output, 
Sa 1952 a. ee it’s a much bigger factor in the crucially important dur- 
See able goods area. Output of military hard goods ran to } 
how does production compare with capacity? New sta- $21 billion in fiscal 1953. That’s about equal to total 
tistics prepared by the Machinery and Allied Products business purchases of machinery and equipment. } 


Institute shed light on this question. 
They show that we are not over-built industrially. 


Measured by past standards, industrial capacity today Housing Downturn 


is in over-all balance with the level of production. That's The housing trend has been down since April. Most 
a significant conclusion. Despite recent high business experts now look for about a million starts this year, 
purchases of equipment, we've just managed to keep 10% fewer than last year’s 1.1 million. 
OVER-ALL INDUSTRIAL CAPACITY IN LINE WITH CURRENT PRODUCTION 


RATIO OF EQUIPMENT IN USE TO ANNUAL OUTPUT, é 
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JOR MARKETS 


Home builders attribute the reduction to the tighten- 
ing of mortgage credit this spring and summer. How- 
ever, the mortgage market is beginning to loosen up. 

Commercial building and public works are on the 
upgrade. So total construction activity should be an 
important supporting element in the months ahead. 


NEW HOUSING STARTS RUN BEHIND LAST YEAR 
THOUSAND UNITS 
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Consumer Buying Levels Off 


Retail sales (seasonally adjusted) are high, but not 
rising. In the first half they ran 7% ahead of a year 
earlier—auto sales (up 23%) were a big factor. 

Durable goods sales reached a $30 billion annual rate 
in the first half. That's 124% of disposable income—the 
ighest ratio since the scare-buying that followed the 
Korean invasion. 


PURCHASES OF DURABLES NEAR RECORD HIGH 
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Auto sales (including new and used cars, parts and 
accessories ) ran to 6% of disposable income in the second 
quarter. That's well above the 4% figure in prosperous 
pre-war years. 

Sales of both new and used cars dropped in August 
and September. If people spend less for autos and 
other hard goods, will they spend more for other things? 
Recent history shows that they may. 


Heavy Spending On Soft Goods And Services 


Soft goods sales are holding up and inventories are 
Qraerces. Retailers are setting their sights on the all- 
time sales record established last Christmas. 

Expenditures for services (rent, transportation, medi- 
cal care, and the like) are rising. They’ve gone up about 


$5 billion in each of the past four years. 

All in all, trends in consumer markets point to grow- 
ing competition in the months ahead. As the business 
press puts it, this is the era of the “hard sell.” 


Inventories—High And Rising 


Business inventories reached a record $78.8 billion 
in August—up 8% in the past year. 

More than half the gain in total output from the first 
to second quarters went into inventories. The rise in 
stocks went across the board. 

However, by far the biggest pile-up is in inven- 
tories of durables, Part of this reflects a building up 
of steel inventories following last year’s strike. Another 
part can be traced to a rise in inventories of materials 
and work in process on defense production. Even so, 


BUSINESS INVENTORIES HIGH AND RISING 
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stocks of finished durable goods are up $3.4 billion in 
a year. 


How Inventories Compare With Sales 


Inventory-sales ratios are below the very ,}:igh level 
reached in late 1951 and early 1952. They've been stable 
in recent months. But they're above the ratios just be- 
fore the Korean invasion. 

Inventory trends always bear close watching. They 


INVENTORY-SALES RATIO BELOW HIGH 1951 LEVEL 
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explain many of the short-term ups and downs in gen- 
eral business. And they're especially important now. 
If sales should start to sag, business would try to reduce 
inventories. Such a turn-about in business inventory 
policies would have a major impact on production—as 
it did in 1949. 
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WATIONAL BUREAU OF ECONOMIC RESEARCH 


KEY BUSINESS 


Where do we stand in the business cycle? Trends 
in production and markets seem to point to a change 
in the direction of business activity. But how can we 
tell whether a significant change is in the making? 

To answer this question, the National Bureau of Eco- 
nomic Research studied more than 800 economic series, 
some of them going back almost a century. The purpose 
of this exhaustive study was to identify indicators that 
moved up and down ahead of, along with, or behind 
movements in business generally. 


No single economic indicator was found to be a 
reliable guidepost. This and other National Bureau 
studies stress the fact that all business cycles differ. 
Thus, it’s not surprising to find that the timing of move- 
ments in various economic phenomena varies from one 
cycle to another. 


Key Business Indicators 


However, there is a group of economic series that 
generally moves up and down in advance of general 
business. A second group moves along with business 
activity, and a third group lags behind. 

The study turned up eight leading indicators—series 
that in the past have signaled changes in general busi- 
ness with a high degree of reliability. It also identifie 
six roughly coincident indicators—series that move up 
and down along with over-all business activity.° 

Here is the record of the leading indicators in busi- 
ness cycles up to 1938: 


Number of 
times Indicator Average 
turned down number 


ahead of business of months 


Dollar volume of commercial failures 11 out of 14 10.5 
Industrial stock prices 8 out of 11 6.0 
New orders for durable goods 21 out of 25 6.9 
Average hours worked 3 out of 4 3.8 
Wholesale commodity prices 7 out of 11 2.6 
New incorporations 12 out of 20 2.5 
Residential building 4 out of 5 6.2 
Nonresidential building 4 out of 5 5.2 


Behavior in 1948-1949 


As a test of the usefulness of the indicators, look at 
the 1948-1949 record. All of the leading groups were 
on the downgrade by July 1948. They moved down 
during the second half of 1948 while business was still 
booming. Then, in early 1949, the roughly coincident 
indicators turned down, and the 1949 recession was 
under way. 


roughly coincident indicators are plotted on ratio scales, That 
method permits a direct comparison of trends because equal ver- 
tical spaces measure equal percentage changes in any series. 


* TECHNICAL NOTE: The charts showing the leading and . 
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AVERAGE TREND IN MONTHS 


S INDICATORS 


The leading indicators pointed generally down- 
wards early in 1951. No general business recession 
followed, chiefly because of the rise in defense and 
business capital investment (partly stimulated by de- 
fense programs). However, over-all activity leveled out. 
And many businesses found the going decidedly rough. 


Current Trends 


Latest available statistics (generally through Septem- 
ber) show that six of the eight leading indicators are on 
a downtrend. Three of the six roughly coincident indi- 
cators have turned down. They are:industrial produc- 
tion, bank debits outside NYC and freight carloadings. 
The record shows that movements in this group must 
confirm the trends of leading indicators before you can 
be certain a change in business activity is under way. 


To sum up the evidence presented by the indica- 
tors, the National Bureau study worked out a method of 
averaging the trends. The record since 1919 shows that 
an average trend of more than 3 months up or down 
is a critical phenomenon. Every time the average trend 
passed this critical point, business activity moved into 
a decided expansion or contraction. 

On several past occasions the leading indicators 
inted down—examples are 1947 and 1951. Yet all that 


Donets to general business activity was that it leveled 


out. However, in both cases the average trend of the 
indicators did not cross the minus-three-months critical 


point. 
Adding Up the Indicators 


On the basis of latest available statistics, the indicators 
seem to point this way: 

1) Most of the leading indicators point down, but 
not as decisively as in 1948 or 1937, for instance. 

2) The roughly coincident indicators do not signify 
that a downturn in general business activity is now 
under way. 

3) The average of the trends of leading indicators 
is moving down. But it hasn't yet crossed the minus- 
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three-months that experience shows to be significant. 

The National Bureau is careful to emphasize that these 
indicators are no substitute for a rounded analysis of 
the business situation. For one thing, the statistics on 
which they are based lag behind actual developments. 
But a more important fact is that the indicators tell you 
little about the extent of any change in business. You 
need to look at other factors to see how far a decline 
will go and how long it will last. 

The indicators do, however, provide an additional 
tool for business analysis. That tool is useful in identify- 
ing changes in the business scene before they would be 
visible otherwise. They signaled the downtrends of 1920- 
21, 1929-33, 1987-38 and 1948-49 well before most ob- 
servers reported that a recession was under way. The 
indicators now point to no more than a moderate ad- 
justment in general business activity. But they'll bear 
close watching in the months ahead. 
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East Side, West Side—piers, hun- 
dreds of them, provide New York 
with the greatest harbor facilities 
in the world. Ocean-going vessels, 
docking at the rate of 12,000 a 
year, have made the Port of New 
York a gigantic funnel through 
which pours about half of Amer- 
ica’s trade with the rest of the free 
world. 


It’s no accident that the finan- 
cial and shipping districts are lo- 
cated side by side in downtown 
Manhattan: they work hand in 
band. The “Big Three” of foreign 
commerce—the importer, the ex- 


porter and the transporter—all 
depend upon commercial banks 
that are organized to serve the 
financial interests of customers on 
a national and international scale. 


Such a bank is Chase National 
with headquarters in the center of 
New York’s financial and ship- 
ping districts. From here, Chase 
service reaches out through its 
correspondent banks (the most 
extensive system in the U. S.) into 
all 48 states. Overseas, Chase has 
branches and representatives’ offi- 
ces in Europe, the Far East and 
Latin America and, in addition, 


maintains close working relation- 
ships with leading banks in the 
markets of the world. 


If you have a foreign trade problem, 
why don’t you talk to the people 
at Chase? 


THE 


Chase 


NATIONAL BANK 
OF THE CITY OF NEW YORK 
HEAD OFFICE: Pine Street corner of Nassau 
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